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Abstract
This paper investigates the effect of Internatiof@hancial Reporting Standards adoption on earnings
management behavior of listed deposit money bankiigeria. The study examines how the change in the
recognition and measurement of banks’ loan lossigian, affects earnings management behaviour. rApsa
of 15 deposit money banks listed on the floor ef igerian Stock Exchange (NSE) was used. Finadeit in
respect of the periods before and after adoptioth@fiFRSs (i.e., 2004 to 2008 and 2009 to 2013k wesed.
The banks under investigation experience a sigmifiggrowth of their loan portfolio, on average, 68.%
(median 14.77 %) during IFRS period as comparetDtd2 % (8.79 %) before IFRS adoption. Non-perfogni
loans (\PLit-1) remain relatively stable over the whole time pdriand represent, on average, 3.44 % (median
2.21 %) of loans before and 3.19 % (median 1.9%#&r IFRS adoption. Regulatory capital rati®egCap)
remain basically similar in both time periods. Bags before taxes and loan loss provisidBBTLLR,) increase
slightly; however, this increase is statisticallgt rsignificant. Besides the impressive loan growth most
significant change between the two time periodstesl to our dependent variable the level of loass lo
provisions [LPit). LLPit decreases significantly from a mean of 0.72 % (aed.54 %) to 0.49 % (median
0.32 %) after IFRS adoption. Taken the descripstatistics together, the study concludes that éis&riction to
incurred losses under IFRS significantly reducesathility of banks to engage in earnings management
Keywords: IFRS, IAS, financial reports, loan loss provisioaarnings management, non-performing loans, loss
recognition, bank regulation, earnings before taesloan loss provisions.

1. Introduction

The internationalization of accounting standardsnigny countries, including Nigeria is set to sigmifitly
change companies’ financial reports. Stakeholdense hbeen united in the push towards a common set of
international accounting standards. Expected bisneaff internationalizing accounting standards idelu
increased comparability and providing financialagpusers with better quality information on whitth base
their investment and credit decisions (AASB, 199Mhese expectations implicitly assume that adoptibn
international accounting standards will lead to iayements in the quality of reported financial imf@tion.
The quality of information provided in financialperts determines the usefulness and reliance ¢f mports to
users. The characteristics by which quality camieasured are relevance, understandability and caibifity.
IFRSs are cut out to ensure that these charaatsriate protected. The adoption of IFRSs presents a
opportunity to banks in transforming their finarfaactions and creating more value for their banksteating
operational efficiencies (Accenture, 2009). Thepim of IFRSs has largely been supported by tloé tfzat
IFRSs are associated with greater accounting gu#arth et. al. 2006; Barth et. al., 2008).

This paper examines the issues associated withdbption of the IFRSs in relation to banks abildyembark

on earnings management. The study seeks to finavloether the adoption of IFRSs presents an oppityttom
banks in transforming their finance functions ameating more value for their banks by creating apenal
efficiencies through loan loss provisions. The agtile standard is IAS 39 Financial Instrumentscdgmition

and Measurement, although, IFRS 9 (Financial Ins¢mts) is intended to replace IAS 39, the effeatiate is 1
January, 2018. IAS 39 (Financial Instruments: Ragamn and Measurement) outlines the requirememtgife
recognition and measurement of financial assets farahcial liabilities. Losses in the value of lgaand
advances are recognized and brought into the atdmased on incurred loss approach. There is a wide
agreement among scholars that this is the majoa aranagers may be motivated to carry out earnings
management to shore up the firm’s financial perfomoe. Therefore, this paper examines the impatA®39

on the accounting quality of financial reports afé&tian deposit money banks.

The introduction of IFRS (IAS 39) represents a sigant change in Nigerian deposit money bankshldass
accounting as regards the recognition and measutesfhieredit risks. Unlike under the local GAAPsNifjeria,
the incurred loss approach of IAS 39 requires baokprovide only for incurred losses, but not fatufe
expected losses. And given the importance of laas provisions in determining reported earningdanfks
(Nichols et al., 2009), the paper expects changéiseise — by their nature highly discretionary eraals to have
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significant aggregate effects on banks’ earningsatteristics. Therefore, our paper examines hevirinsition
to IFRS in Nigeria and particularly the switch teetincurred loss approach which underlies the meitiog of
loan losses, impacts financial reporting qualityNagerian deposit money banks. The paper measumascial
reporting quality in terms of earnings managemehe following research question emanates directiynfthe
aforementioned objective of the study: to what extibes the adoption of IAS 39 affects accountinglity of
financial reports of Nigerian deposit money ban&s?en the earnings management behaviour foundaniqus
literature for a pre-IFRS period and the latteotie¢ical insights the paper posits the followingbthesis:

H: After IFRS adoption, Nigerian deposit money baekhibit less earnings management behaviour.

2. Literature Review

Accounting standard setters set rules with the @iproviding decision useful information for genleparpose
users of financial statements, in particular ineest They recognize that managers may have in@mntiv use
loan loss provisioning to manipulate reported nursbkn some periods they may have an incentiventterstate
expected losses to boost net income or capitadthier periods they may have incentives to overstateent
loan loss provisions when earnings are high whildwa them to understate losses in future perioitls lower
earnings (Benston and Wall, 2005). Standards sedterworried about biased estimates in eithectiire which
explains their choice to restrict loan loss prauMisng to incurred losses. Earnings management grou
discretionary loan loss provisioning has been detein several empirical studies, most of them ymiag
foreign banks. The bulk of empirical studies triesexplain this behaviour by a variety of incensivén
particular earnings and capital management. Thaltseacross studies are not conclusive which mlggt
attributable to differences in time periods anatyaed differences in research designs. Beatty. ¢1995) find
evidence that banks manage their regulatory cafiitalugh the loan loss provision, but do not engamge
earnings management.

In contrast, Collins et al. (1995) find no eviderioe capital management, but report a positive eation of
earnings and loan loss provisions which is consistgth the earnings management hypothesis. Thaperp
analyze a period before the implementation of taseB | framework. Kim and Kross (1998) compare phe
Basel | period with the Basel | period and findttHae to changes in incentives banks with low edpatios
reduced their loan loss provisions after the immetation of Basel I. Similarly, Ahmed et al. (1998Visit the
above motivations for a more recent period afterdhange in capital adequacy regulations. Theydiridence
for capital management, but not for earnings mamage. Altamuro and Beatty (2010) analyze the fimgnc
reporting effects of the Federal Depository Insaea@orporation Improvement Act internal control\pstons.
They find that the change in internal control img® loan loss provision validity and reduces ea@sin
management.

Recent empirical studies find that the extent stditionary behaviour depends on accounting re¢ieecz et
al., 2008), the economic cycle (Laeven and Majn8003), investor protection, regulatory regimenaficial
structure and financial development (Shen and CR@Q5; Fonseca and Gonzalez, 2007). Motivations for
discretion in financial reporting are diverse arah de explained partly by the fact that many iniplknd
explicit contracts of the bank refer to accountmgnbers. Violation of these contracts (e.g. nontance
with regulatory capital requirements) can affe& #tonomic value of the bank (Beaver and Engel6)19he
most common issues examined by this literaturaigelaccounting quality (Cascino and Gassen, 20hfheal,

et al 1999; Christensemt al 2008; Capkunet al. 2011; Langet al 2010; Byardet al 2011; Tanget al 2009;
Shahzad, 2010; DeFonet, al 2011; Aharonyet al 2010; Barthet al 2011; Wu and Zhang, 2009a; Landsman,
et al. 2011; Beuselincket al 2010; Li, 2010 and Dasket al. 2008.

Bruggemannet al (2011) conduct a thorough review of this literatand conclude that the overall evidence is
mixed. In comparing local standards to IFRS, sotudias have shown that there are no significarfiedihces

in accounting results with the implication that theoption of IFRS does not result in earnings manemt.
Studies in Germany by Tendeloo and Vanstraelen 5RGhd Hung and Subramanyam (2007) did find
similarities in earnings management and value egleg in comparing results of the national and nagonal
standards. Accounting literature has operationdlsecounting quality on the basis of earnings meameet,
timely loss recognition and value relevance metridge higher disclosure requirements and finameipbrting
quality that stem from IFRS imply that the adoptiohIFRS would give a positive signal to invest@s
information asymmetry and agency costs tend tordghi(Tarca, 2004). It appears, therefore, thap@a@tions
that adopt IFRS would tend to display lower potnfior earnings management (Leuz and Verrecchi@p20
Ashbaugh, 2001; Ashbaugh and Pincus, 2001; Leu23)2Qess subjectivity would lead to fewer oppoities

to influence reported earnings and bonuses andigleaw investors. Hence, in countries with stromgestor
protection mechanisms, such as the UK, the costSR® adoption would tend to be lower because dkel lof
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earnings management is lower as managers arerlelised to manipulate the reported accounting ggur
(Nenova, 2003; Dyck and Zingales, 2004; Renders@aeremynck, 2007). In contrast, in countries witgak
investor protection mechanisms, the scope for egsnmanagement would tend to be higher and thetywdl
financial reporting lower, implying that the cosif adopting IFRS would be higher (Ali and Hwang,020
Hung, 2001).

The higher disclosure requirements and financipbréng quality that stem from IFRS imply that théoption
of IFRS would give a positive signal to investossiaformation asymmetry and agency costs tend onish
(Tarca, 2004). It appears, therefore, that corpmmatthat adopt IFRS would tend to display loweteptal for
earnings management (Leuz and Verrecchia, 2000hasih, 2001; Ashbaugh and Pincus, 2001; Leuz, 2003)
Less subjectivity would lead to fewer opportunitiesinfluence reported earnings and bonuses amdiglead
investors. Hence, in countries with strong inveginstection mechanisms, the costs of IFRS adoptionld
tend to be lower because the level of earnings gemant is lower as managers are less inclined topukate
the reported accounting figures (Nenova, 2003; Dyt Zingales, 2004; Renders and Gaeremynck, 2007).
contrast, in countries with weak investor protattimechanisms, the scope for earnings managemeid weoad
to be higher and the quality of financial reportilogver, implying that the costs of adopting IFRSulebbe
higher (Ali and Hwang, 2000; Hung, 2001).

Healy and Wahlen (1999) in a study titled, A Reviefv the Earnings Management Literature and Its
Implications for Standard Setting, review the acaideevidence on earnings management and its imjgits

for accounting standard setters and regulatorsy $tracture the review around questions likely éodlb interest

to standard setters. They review the empiricalevig on which specific accruals are used to maeagengs,

the magnitude and frequency of any earnings manageand whether earnings management affects resourc
allocation in the economy. The study also idergilenumber of opportunities for future researcleamings
management.

Leuz, et al (2003) conclude that evidence was adduced teffeet that a large frequency of small positive
earnings is an indication of managing towards pasiearnings. The conclusion from this and otherilar
studies was that corporations applying IAS repovals positive earnings with lower frequency. Negé2003)
reaches similar conclusion about the bid-ask spmr@d that was obtained from the Johannesburg Stock
Exchange (JSE). Furthermore, the conclusion of Baskal is unclear in another respect. For equity vatue t
increase, the cost of capital should be lower & flost adoption period. The gospel of fundamemalyais
states that value is nothing more than the pressoe of earnings discounted at cost of capitahddeto find
an increased value but to find no clear resultdst ®f capital is an anomaly that warrants invediim. A
related problem is on the use of the market to badlk. As a result of the absence of replacemest data,
many studies use the market to book ratio to retedz work to Tobin’s ideas. Evidently this is ptematic. In
this respect, Lev and Soungiannis (1999) showtti@tmarket to book ratio is indeed a “black boxidat is
common knowledge that fair value accounting haslggily and systematically diminished the gap betwihe
net asset value per share and year-end share.dfices a policy perspective, as the study dealb adonomic
consequences, the interesting question is noshmiving aggregate gains (improvement in liquiditd aalue).
The study needs to indicate the winners and losknstegration (liberalization and harmonizationfisfancial
information policy). The evidence from the litenaus that the winners are largely big corporatitrt also
carry lower debt. Whether the optimism about IFRSconfined to the beneficiaries of liberalizatidmg(
corporations, including global accounting/auditpmmations) is a matter that needs a separate study.

Tendeloo and Vanstraelen (2005) in a study titleaknings Management under German GAAP versus IFRS,
addresses the question whether voluntary adoptiodrRS is associated with lower earnings management
compared to German companies reporting under Gei@®&AP while controlling for other differences in
earnings management incentives. A sample consigtfn@German listed companies contains 636 firm year
observations relating to the period 1999 — 200k fdsults suggest that IFRS adopters do not presféertent
earnings management behavior compared to compapesting under German GAAP. The findings contribut
to the current debate on whether high quality siathsl are sufficient and effective in countries witkak
investor protection rights. The results indicatat tholuntary adopters of IFRS in Germany cannca$sociated
with lower earnings management.

Chalmers, Clinch and Godfrey (2007) conduct a simgluntry study, and follow the value relevancertbdo
examine the association between year-end equitgprand accrual accounting information. It broddlpwed
the Ohlson (1995) and Begley and Feltham (2002hatgtiogy to examine the effect of IAS adoption oush
Africa. Wang, Young and Zhuang (2007), Armstron@rtB, Jagolinzer and Riedl (2007), Prather-Kinsey,
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Jermakowicz and Vongphanith (2007) examine stockketareaction to the elaborate bureaucracy that was
involved in the adoption of IFRS in the Europeariddn(EU). The result of their event study suggeists EU
stock markets reacted positively to events thateimsed the likelihood of IFRS adoption. Waagal (2007)
work is similar to the works of Armstrongt al (2007) and Prather-Kinsegt al (2007). It has more procedural
complexity. These studies, however, have no eptegical difference. The review below focuses om study
that followed more complex research procedures.

Wang, et al (2007) examine the effects of mandatory IFRS &dopmn analysts’ information environment (as
captured by analysts’ forecast characteristicsyl, amalysts’ public information environment (as captl by
information content of earnings announcements atsd importance relative to the total information
environment). They used a new methodology that gntspto be an improved measure of the importance of
quarterly earnings on equity returns, and conclutdied mandatory IFRS adoption is significantly assted
with reduced earnings forecast errors and increabadrmal return variance. The result suggestsdugmment

in analysts’ forecast and public information enuimeents under IFRS. Furthermore, the adoption effecre
greater for mandatory than for voluntary adoptéise adoption effects were also found to be diffeiereach
country. From an integration perspective, the stghyds the message that IFRS has been a usefuhiesit.

Wang, et al (2007) apply a set of procedures to examine atwlforecast errors and analysts forecast errors
dispersion. They compared the two variables acpsesand post IFRS adoption periods. Furthermore, th
information content of annual earnings and quartedrnings were examined using a new measure that w
developed by Ball and Shivakumar (2007/8). The meeasure is the abnormif, which is the difference
between adjuste® and expected®?’. However, it is important to note that Ball andv@kumar develop the
abnormalR? parameter by assuming that the null hypothesisdhidy returns, including earnings announcement
and window returns are identically and independedittributed across time. Therefore, two issuésealirst,
Ball and Shivakumar are not the only researchesrtported the declining relevance of accountengiags to
stock returns. Second, from a methodology perspectiVang,et al did not examine whether Ball and
Shivakumar’s econometric assumptions are also VatiEU stock markets. Prior research has docurdetizt
different intervals had produced different betaavildwini, 1983). In other words, the distributiopabperties of
EU returns were assumed to be the same as thasainrthe New York Stock Exchange. Another contieah

is related to the above is about the differencgh@émmicrostructures of the stock markets in theopean Union.
Given that the research merges and computes sttats in each market, it is evident that one néedsntrol

for differences in size and complexity of the stonirkets that are included in the study. Furtheemogcent
studies on capital structure in emerging economigisate that care is needed in the interpretatiothe control
valuables.

Furthermore, cross sectional financial statemefarimation might be affected by scaling differencasd it is
unclear whether the authors have sought remedigslyst bias and optimism, issues which in turnassumed
to be causes of earnings management were not addreSimilarly the quality and sustainability opoeted
earnings were not examined. Return generation antpatation of analyst forecast errors suggest Xisence

of one market and one regulatory organization. Wealium to long-term effects of IFRS adoption aré no
extricated in the normal return generation procecand the accompanied statistical tests. Dastkal (2007a)
examine what they believed to be proxies for thenemic consequences of change in the quality @mitral
reporting (IFRS adoption) in 35 countries. The peexXor economic consequences were market liquidagt of
equity capital and Tobin’s Q ratio. Daskdt, al. follow the Glosten and Milgrom (1985), GlosterdaHarris
(1988), Diamond and Verrecchia (1991) and Baimath darrecchia (1996) thread in analyzing the buy-sel
spread data. The theoretical basis of this diraatibdisclosure research is however different fridwen familiar
event study and information content studies thatewdiscussed earlier. Information content studasstly
assume a competitive and a somewhat informatidnieft stock market. In contrast, the analysis iofdsk
spread assumes the existence of a market makemahet maker institutional setting suits the ofigly type
market structure that is found in several of theltan EU stock markets. In this respect, Amihud,néleson,
and Lauterbach, (1997); and Bruner, Conroy, Estr&tdzman and Li (2002) identify particular market
microstructure issues that might also be relevastialler EU stock markets.

The econometric method used was panel data arallytieethod, with no control for differences in
microstructures. The sample was classified intodatory adopters, early voluntary adopters andvatentary
adopters. Daskest al. examine the results of three regressions and fimamthly stock market and financial
statement data, concluded that in the post IFR®tamoperiod, liquidity and equity value increasetile the
result for cost of capital was mixed. The conclaosid the study raises few problems. First, totakad can be
disaggregated. In this respect, George, Kaul anmdaMindrian (1991) decouple bid-ask (buy-sell) spriedo
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three components: information, order processingscasd inventory holding cost components, and dtttat
the information component of the spread is onlyuatto 11 percent of the total spread. If thithis case, the
net gain (improvement in equity value) as a resftew or additional information is unlikely to bagnificant.

Wang, et al. (2007) computes stock returns, analyst forecastrse and accounting earnings, and follows the
familiar event study methodology and cross sectimgression. Dasket al. (2007a and 2007b) studies had the
uncertainty-disclosure dimension. They examinebideask spread and follow the Glosten and Milgrét985);
Diamond and Verrecchia, (1991); Baiman and Verrigc{l1996) and Botosan, (1997) thread of disclosure
research. They provide the early evidence aboulRRS adoption effect on 35 countries. Paananef8R0
reports no quality increases in the Swedish casedéman and Lang (2008) develop an accountingtguali
metrics that is composed of indicators for earningnagement, accounting prudence (early recognifon
losses) and value relevance to examine the |IAStamogffect. According to Cagt al (2008), in a study titled,
the Effect of IFRS and its Enforcement on EarniMgnagement: An International Comparison, widespread
adoption of IFRS is expected to improve accountinglity. They examine the effect of IFRS and its
enforcement on earnings management in financiabrtieyyg using over 100,000 firm-year observationsir
2000 to 2006 across 32 countries. They conductetkasnination by using a modified measure of enfmers
developed by Hope (2003). They find that earningsagement in IFRS adoption countries has been asoe

in recent years. The results also show that castnith stronger enforcement generally have lessirggs
management.

Barth,et al (2008) develop a comprehensive index for findrreiporting quality. It is composed of: (a) earrsng
management (including earnings smoothing) indicatfy) timely recognition of losses, and (c) valekevance

of accrual accounting information. Barth, et al mkse these indicators using cross country dataleploo
regression, control variables and matched sampiegre IAS adoption and post IAS adoption periotlke
study concludes that IAS adoption has been assdciatith lower earnings management, more timely
recognition of large losses and more associatitwesn equity prices and book value and earningshist

Barth, et al (2008) computed earnings management indicato(&)agriability of change in net income scaled
by total assetsANI/TA; (2) the mean ratio of the variability of ahge in net income to the variability of change
in operating cash flowsACFO; [ANI/TA)/[ ACFO]; (3) Spearman rank correlation between acsraatl cash
flows (not the modified Jones model), and (4) umlike Burgstaller and Dechev (1997) and Dutrich Baston
(2004), the small positive increase in earnings lasd avoidance were captured by putting a dumngy ¢noss
sectional regression (if net income scaled by tasakets is between 0 and 0.01 and interpretingi¢ims of the
regression coefficients in pre and post adoptiaiogs).

However, Barth,et al (2008) did not assign weight for each of the comngmts of the accounting quality
indicators. Furthermore, accounting quality wastedl to earnings management and earnings quatiyi(pity

of accrual earnings to cash flows). It did not &ddrissues related to the sustainability of redognings and
unreported debt. The sample used in the study ®dsehd came from 21 countries (of which aboutital thre
members of the EU). The number of corporations fidgpAS reached maximum in 1999 and 2000 (jusbheef
the IFRS movement got strength in EU and IASB wasited). Furthermore, three countries constitutie8%
of their sample (China, 27.5%; Germany, 19.88% &wdtzerland, 24.16%). Other than Switzerland no
Francophone country was included in the sampleil&iy the sample for United Kingdom was (1), Aadia
(1) and South Africa (8). That is, ten corporatioepresented the Anglophone world. However, IAS e a
long association between Britain and its formeon@s (Commonwealth). Hence, the conclusion ofstiuely
depends on how one perceives its sampling diffesiltFurthermore, it is unclear how the differeimcenarket
microstructure has been addressed. Finally, theumting quality metrics ignores important issueat tare
relevant to the sustainability of reported earningsother words the quality metrics does not exhyi address
the heighted tension between reported earninggpefialized industries (example oil and gas, minamgl
extractive, transport, nuclear, pharmaceuticats) and the costs and liabilities associated withrehabilitation
and restoration of the environment.

Negash (2008) examines the IAS adoption effect lmn Johannesburg Securities Exchange (JSE) listed
corporations using a version of the Ohlson modebkbvalue plus earnings and dividends), and apgliéaur
year window period to examine the value relevarfcacorual accounting information in pre liberalipat (pre

IAS adoption period of 1989-1993) and post IAS dtwpperiod (1998-2004). The study had a liberaiira
(integration) perspective, and concluded that wiseale effects were controlled the difference in gban
regression Rvanished; suggesting that the value relevancecedunting information did not improve in the
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post IAS adoption period. Furthermore, the redultécated that the relationship between year-endtggrices
and accrual accounting variables could no longesxpdained by linear models.

Aktas (2009) relates data from balance sheet and inaiatement with the stock prices in Turkey. The wtud
concluded that changes in net income, assets peg,dhook value per share, and liabilities pereslaae value
relevant in calculating stock prices for the perafdl992-2007. Tirel (2009) compares the valueveriee of
accounting information for the periods 2001-200d 2805-2006. The results showed that the valugaake of
earnings and book value of equity has increasexat aftopting IFRS for the given period. Cookeal (2009)
examine the degree of long-run explanatory powerthef book value of net assets for market value by
investigating time series relations of five congeyates in Japan for the period 1950-2004. Theirltseshow
that in four of the five firms there is evidenceaofong-run relationship between market value dednet book
value of assets.

Perera and Thrikawala (2010) find relations betweanket price per share and selected accountiogniation
of commercial banks for 5 years in Sri Lanka. Aciiog to their findings, there is a relationship vibe¢n
accounting information and market price per shatedorani’s (2010) study shows that both univariaed
multivariate analyses present no evidence of vadlevance of earnings components for aggregatesbask
using commercial banks data for the period 200B2B0Amman Stock Exchange. Glezakes,al (2012)
related book value and earnings per share to ginaes in Athens Stock Exchange for 38 firms. Thegsented
that the value relevance of book value and earniegshare increased over time. Alali and Footd Z2@tated
that earnings are positively related to cumulataterns and that earnings per share and book p&lushare are
positively related to price per share in Abu Dh@tsick Exchange.

In Turkey, value relevance of accounting informatltas also been analyzed in several perspectivdailgk

and Balsari (2009) analyze the effect of inflatemjusted data on explaining the market value oftgcqand

stock returns in Turkey. They reported that bo#tdrical cost-based book value and earnings infoomaand

inflation-adjusted information are value relevantidhey complement each other, that is, using ttagather
results to more value relevance. However, they siated that comparing value relevance of inflatidjusted
information is a unique opportunity since firmsaeged their financial statements in both historimast numbers
and inflation-adjusted numbers only for the yea®2®Because of lower inflation rates and the imgetation
of international accounting standards since 200plying inflation accounting would not be neededi¢Eénme
and Poroy-Arsoy, 2006).

latridis (2010) focuses on the effects of switchid GAAP to IFRS in the UK. The results show that
implementations of IFRS generally reinforce accmgtquality and lead more value relevant accounting
measures. However study of Papadatos and Bellagl)2ihdicate that relation between mandatory
implementation of IFRS and value relevance of anting information may not be in the same direction
every firm since they stated that both firm size fired assets became significant factors in thidy. Dobija
and Klimczak (2010) explore value relevance of aoting information in Polish market and find thaanket
efficiency and value relevance did not noticeabtypioved after adoption of accounting standards ewhil
supporting harmonization process and foreign inaest.

Elbannan (2011) reports mixed findings in Egyptaagha (2011) examine the value relevance of atiogun
information in pre- and post-periods of IFRS impétation in United Arab Emirates (UAE). The ressiew
that accounting information is value relevant in EJAtock market in general but the value relevante o
accounting data decreased with IFRS applications lalso stated that cash flows’ incremental infation
content increased in the post-IFRS period. MacifakMuifio (2011) examine accounting systems of aoest
some of which are full adopters and others ardgdatiopters of IFRS in Europe. They believed #wiounting
system serves the needs of capital providers inafilbpter countries and it serves other purposgsaitial
adopter countries. Their results show that qualify accounting information improves with the full
implementation of IFRS. Requiring the use of lostdndards in the preparation of legal entity finainc
statements presents lower level of accounting tyuadith prior to and after IFRS adoption.

Macias and Muifio (2011) state that adoption of IRR$hese countries are mostly for satisfying ratuty
needs and not for satisfying investors’ and creditoeeds. Van der Meulert al (2007) investigated the
attribute differences (value relevance and timskjedetween US GAAP and IFRS earnings. They fohad t
US GAAP and IFRS only differ with regard to the ¢litive ability as US GAAP outperforms IFRS in give
controlling differences. However, they did not alveesignificant and consistent differences for traue
relevance attribute.

75



European Journal of Business and Management www.iiste.org
ISSN 2222-1905 (Paper) ISSN 2222-2839 (Online) “—.i.l
Vol.7, No.18, 2015 IIS E

Verleun, et al (2011) investigate the impact of the Sarbane®pPX50X) Act on the quality of financial
statements in USA for technology and non-technolfiggys. They presented evidence that the enactront
SOX has had a positive effect on accounting qualllyey stated that the value relevance of accogntin
information has also increased after SOX was eda@allao,et al (2007) focus on IBEX-35 companies to see
the effects of the new standards on comparability @elevance of financial reporting in Spain. Theisults
show that local comparability is adversely affecifeldoth IFRS and local accounting standards aeslls the
same country at the same financial period. Becafiseorsened local comparability, Callagt, al suggest an
urgent transformation of local rules according hie tnternational accounting standards. They alatedtthat
even though value relevance of accounting inforomatias not been significantly improved in the shont with
the implementation of IFRS, it is expected to inyerin the medium and long run.

Karampinis and Hevas (2011) investigate IFRS impgletation and value relevance of accounting datayTh
explored potential effects of IFRS implementatiom two salient properties of accounting income; galu
relevance and conditional conservatism. Their tesshiow that only minor improvements have been robse
related with selected properties of income. Karanispiand Hevas (2009) find similar results for vatakevance
of mandatory application of IFRS in Greece. Thepatoded that mandating IFRS may be beneficial far t
selected period. Study of latridis and Rouvolisl@0also provided that IFRS adoption leads to maiee
relevant accounting measures in Greece Stock Egehfam 254 firms. lyoha and Jafaru (2011) in a gttiided,
Institutional Infrastructure and the Adoption ofRE in Nigeria, find evidence of earnings managerasnpart
of efforts to avoid reporting losses by manageiingithe discretion in fair value accounting undeg tFRS.
However, they failed to compare and contrast thergxof overall earnings management before and Hite
mandatory IFRS adoption.

Mechelli and Cimini (2011) in a study titled, Hd¥ave the IAS/IFRS Adoption affected Earnings Mamagegt

in EU: The Effect of the Absence/Divergence of Ratjon and of Legal Enforcement, investigate thieaf
produced by the adoption of IAS/IFRS on earningmageament in EU. The study established four indéxes
the periods 2000-2003 and 2006-2009 to identiffed#int reasons that could lead insiders to manipula
earnings and by comparing them the study obseraetkie 1AS/IFRS first time adoption produced diffiet
effects on earnings management depending on thetréasi analyzed and the kind of earnings management
investigated. The study find a positive relatiomvie®en the reduction of earnings management andxteant to
which IAS/IFRS regulates issues not covered bwllatandards, on the contrary the study did nat iny
relation between such reduction and the existivgrdience between local standards and IASB stand@hds
study also finds a positive and significant relatlmetween the reduction of the earnings manageamhthe
level of the legal enforcement of each country.

Zeghal,et al. (2012) in a study titled, the Effect of Mandat@goption of IFRS on Earnings Quality: Evidence
from the European Union, addresses the questievhether the mandatory adoption of IFRS is assatiafiéh
higher accounting quality. Specifically, the studyestigate whether the application of IFRS in Lkdpean
Union (EU) countries is associated with less eagmimmanagement and higher timeliness, conditional
conservatism and value relevance of accounting ewsnbThe results suggest that there has been some
improvement in accounting quality between the pie post IFRS adoption periods. In particular, thuelg finds

that firms exhibit an increase in the accountingdobattributes but a decrease in the market bas#unites after

the adoption of IFRS in 2005. The findings are mmr@nounced for the firms in countries where thetatice
between the pre-existing national GAAP and IFRSmportant. However, the study failed to identifyyan
change within firms that have converged their Id8AIAP toward IFRS before the mandatory transition.

Capkun,et al. (2012) in a study titled, Does Adoption of IAS/IERDeter Earnings Management, examine
whether the transition to IAS/IFRS deters or faais greater earnings management (earning smgptfihey
argue that IAS/IFRS standards changed dramatifaliy the early voluntary adoption period to the oatiory
adoption year, particularly during the period fr@@03 to 2005when the IASB was making compromisesito
endorsement of IAS/IFRS standards from EU membemtcies. They posit that the greater flexibility in
IAS/IFRS standards has lead to greater earningsagesment (income smoothing) under the current IFRS
reporting regime. Consistent with this conjectdhey find an increase in earnings management frmy2p05

to post 2005 for early voluntary adopters and &depters in countries that allowed early IAS/IFRI®@tion,

and for mandatory adopters in countries that didatiow early adoption.

Rudra (2012) in a study titled, Does IFRs Influetanings Management? Evidence from India, exasnine
whether adoption of international standards, i®eiased with reduced earnings management. Regresziadlel
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is used in this firm-level study. The results cadict most of the previous findings based on depexdocountries
by indicating that firms adopting international refards (i.e., International Financial Reportingn8irds or
IFRS) are more likely to smooth earnings compareddn-adopting firms. These findings could promp t
regulators to think about the effectiveness of IFIRSreducing opportunistic earnings managementrin a
emerging economy.

Capkun, Collins and Jeanjean (2013) in a studedijtlthe Effect of IAS/IFRS Adoption on Earnings
Management (Smoothing): A Closer Look at CompetiBgplanations, argue that IAS/IFRS changed
substantially from the early voluntary adoptionipdrto the mandatory adoption year (2005). Compaced
earlier IAS/IFRS and many countries domestic GAA&nhdards, the study maintains that the IFRS stalsdar
that went into effect in 2005 provide greater flekiy of accounting choices because of vague katevert and
covert options and subjective estimates that dosvall under these principle based standards. Ty $tirther
argues that this greater flexibility coupled withetlack of clear guidance on how to implement these
standards has led to greater earnings managenmaobffsing). Consistent with this view, the studydfian
increase in earnings management (smoothing) froenptte-2005 to post-2005 for early adopters and late
adopters in countries that allowed early IAS/IFRI®@ion and for mandatory adopters in countries dith not
allow early IFRS adoption.

Major findings of the study hold after eliminatifigns more likely to have mechanically-induced igses in
earnings smoothing properties as a result of IFB&t#on and across countries with and without comsu
improvements in enforcement of accounting standartle study also find that firms from countriestwiéss
(more) local GAAP flexibility exhibit greater (Iesgvidence of increases in earnings managemerawioly
mandatory adoption of IFRS standards in 2005. Témuilts suggest that the increased flexibility ofvne
IAS/IFRS standards and lack of clear guidance iplémenting these standards are major factors ttphie
earnings management changes around IFRS adoption.

Chiha, Trabelsi and Hamza (2013), in a study tjtthd Effect of IFRS on Earnings Quality in a Ewrap Stock
Market: Evidence from France, examines the imp&tfRS adoption on earnings quality for a sampldistéd
companies in a European stock market: The Parek ®change. The empirical study covers the nire-ye
period from 2002 to 2010. Earnings quality is exaadi by measuring the strength of the associatitwessn
earnings and firm market value. Results indicag #tcounting information quality has been improbgdhe
increase of the association degree. Earnings nedsiging IFRS are more useful for firms’ evaluatidhis
result was less evident during the Global Finan@akis. Further tests indicate that these resaies not
significantly sensitive to the firm size. Valueeehnce of earnings prepared using IFRS is not hiffirdarge
companies.

Palacio-Manzano and Martinez-Conesa (2014), irudystitled, Assessing the Impact of IFRS Adaptation
Earnings Management: An Emerging Market Perspeoctixamines whether adaptation of standards to IS
converted Mexican GAAP into high quality standalbgsncreasing comparability with US GAAP and redhggi
earnings management. The study questions, accotdimygency Theory, whether the differences between
earnings reported by Mexican GAAP and US GAAP maydbe to the opportunistic interpretation of MeRrica
standards by managers, rather than to differeneeelen the accounting standards of both countries.

Pelucio-Grecco, Santostaso-Geron, Begas-GreccdCandlcante-Lima (2014) in a study titled, the Effet
IFRS on Earnings Management in Brazilian non-Fir@nPublic Companies, evaluate whether changes in
accounting practices brought a reduction in EMstet Brazilian non-financial companies througtcdisionary
accruals. The study develop a model to observestiget of the IFRS on firms EM as well as the riesire
effects of the audit, the corporate governancethadegulatory environment. The study finds thatahes with

the most limiting effects is the regulatory enviment. They also find that the transition to IFR8 haestrictive
effect on EM in Brazil after its complete implematidn.

Xu (2014) in a study titled, the Effects of IFRS djdion on Earnings Management: Evidence from the UK
Private Firms, examines the effects of adopting3FR earnings management of private firms. Withrage of
the UK private firms from year 2003 to 2010, theidst uses discretionary accruals to detect earnings
management based on modified Jones Model. The stadyexamines that whether effects of IFRS adopie
conditional on audit quality and firm size. Theuks show that IFRS adoption does not reduce thel lef
earnings management; on the contrary earnings miatiipn is intensified after the adoption of neveauanting
standards among the UK private firms. The resoi&cate that higher audit quality does not worla @enstraint
on earnings manipulation but increases the levetarhings management for IFRS adopters with income-
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decreasing earnings management. The study alscsghaiviarger firm size intensifies earnings managa for
IFRS adopters with income-increasing accruals.

Ismail, Kamarudin, Zijl and Dunstan (2014), in adst titled, Earnings quality and the adoption dR§based
accounting standards: Evidence from an emergingkehainvestigate the differences in earnings quadit
Malaysian companies after the adoption of IHRSed accounting standards named FR®y hypothesize that
under the new set of accounting standards, theitgual earnings reported by these companies istively
higher. Specifically, the study tests whether el of earnings management is significantly lowager the
adoption of IFRS, and reported earnings is moraevatlevant during the IFRS period. This study wséswge
sample of 4,010 observations over a thyear period before and a thrgear period after the adoption of the
new set of accounting standardse results show that IFRS adoption is associatild kigher quality of
reported earnings. It is found that earnings regabduring the period after the adoption of IFR&gsociated
with lower earnings management and higher valievagit.

Sellami and Fakhfakh (2014), in a study titled g€ffof the Mandatory Adoption of IFRS on Real aratiivals-
based Earnings Management: Empirical Evidence Ffmance, examine whether the mandatory IFRS adoption
within French listed companies provides higher g quality. More precisely, they study the impaét
mandatory IFRS adoption on two approaches of egsnimanagement: real and accruals-based earnings
management. This study focuses on a sample of fid88/ear observations, 124 firms drawn from thed 25
French-listed companies during the period from 1802011. They use the panel data for analysisciSgally,

the FGLS estimator method is conducted on the ssge models. Results indicate that the absoluligevaf
discretionary accruals is significantly reduced yars after the mandatory adoption of IFRS. THey &nd a
negative association between the real earnings geamant and the mandatory adoption of IFRS. Theglode
that earnings quality is improved in the post-IHR®iod in the French context.

Onalo, Lizam and Kaseri (2014), in a study entjtlfie Effects of Changes in Accounting Standards on
Earnings Management of Malaysia and Nigeria Bakggstigate the effects of changes from Malaysid an
Nigeria previous accounting standards to IFRSsdbadandards on earnings management of Malaysia and
Nigeria banks. They investigate whether changédataysia and Nigeria accounting standards affeataiegs
management activities. They use a sample of 23sheapkresenting 8 Malaysian banks and 15 Nigeriarkda
for a study period of 4 years (2009-2012). The wtudes the modified Jones (1991) model to invegiga
earnings management in the banking sector. MFR84FRSs impact more significantly and positively the
quality of accounting information of banks than fmevious FRSs and SASs respectively for Malaysid a
Nigeria. Specifically, the accrual and earningsligpy@f Nigerian banks has improved by approximgatéll%
and Malaysia banks 12.6% during the IFRSs/MFRSotmlo era. They recommend that IFRSs should be
adopted as the standard for the preparation arultheg of financial statements.

Nairaproject (2014) in a study titled, the ImpaétiBRS on the Quality of Financial Statements, eixes
whether the impact of IFRS in Nigeria has improle guality of financial reporting in First Bank Nigeria

Plc. The study compares changes in the qualitycobanting between the pre adoption period from 1805
1999 and the post adoption period from 2000 to 200de study tests whether there is less earnings
management, more timely loss recognition and highére relevance in the adoption period as opptsdde
pre-adoption period. It also takes a global perspeto the IFRS question in relation to qualitheToutcome of
the study shows mixed results with some of the io®tndicating a marginal increase in accountingliggiand
others showing a decrease in the quality of acdognt

Beuren and Klann (2015) in a paper titled, Effestghe Convergence to International Financial Répgr
Standards in Earnings Management, identify Europsamtries in which the adoption of IFRS represgnte
greater change in the earnings management lesdlwgéed by companies. The documentary researchagesl

on Thomson Financial data base, from which weréctd the data covering the period from 2000 t6320
(before the IFRS adoption) and from 2006 to 200@e(athe IFRS adoption), to calculate the frequency
distribution of small profits over small losses, as indicator of earnings management. The resea@siits
indicate the existence of three groups of counttiesse positively affected by the adoption of IFR&h a
reduction in the level of earnings management;eghmgatively affected, with increased managementiaose
which that did not present significant effects loeyt could not be detected. It was concluded thedpite the
higher quality expected with the adoption of theSB\accounting standards, in some countries thecteffe
IFRS application is not consistent with this expéion in the period analyzed.

3. Methodology

The population of the study is made up of 21 déposney banks in Nigeria. The sample consists Iahal 15
listed deposit money banks on the floor of the Nage Stock Exchange. All data were hand-collectednfthe
financial statements of the banks under consideratifo test the hypothesis that IFRS reduces eggnin
management behaviour of Nigerian deposit money $attie study adopted existing literature (Ahmeailgt
1999; Laeven and Majnoni, 2003; Liu and Ryan, 20G8)ko, 2012) and estimate the following model:
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LLPy = ao + asNPLy; + 0,ANPL; + asALoang + asRegCap; + asEbtllp; + aglFRS +a7IFRSEDbtlip + &
Where as:

LLP; - current year's loan loss provisions

NPL;.: - the non-performing loans at the beginning ofythar
ANPL; - the current changes in non-performing loasBl(; - NPL;.1),
ALoansg - current changes in total loanso@ng - Loans.,).
RegCap; regulatory capital ratio

Ebtllp; - earnings before taxes and loan loss provisions

IFRS- a dummy variable that has the value 1 (0) forSKBAAP)
IFRSEDtlIR - interaction term

&t — error term

These variables capture the ledP(;.;) and changes in banks’ credit rigk\PL;;; ALoang) and are included
to control for the non-discretionary portion of tol@ss provisions. The study also includes theddgggulatory
capital ratio,RegCapy, to control for the potential use of loan loss vismns for the purpose of capital
managementEbtlip; is earnings before taxes and loan loss provisimascaptures the extent to which banks
provide for future expected loss and or manager thainings before IFRS adoption. Given wide emairic
evidence that banks manage earnings through lanpdmvisions, the study expects a positiyeoefficient.
IFRSis a dummy variable that has the value 1 (0) f®@SHGAAP) bank year observations. The interaction
termIFRSEDbtllp is our main variable of interest. If IFRS adoptisreffective in reducing earnings management
then we should observe a negatiyeoefficient.

4. Results and Discussion
Table 1 presents descriptive statistics for theeddpnt and explanatory variables used in the dudghe pre-

IFRS period.

Table 1: Descriptive statistics of bank-specificiables (period 2004 — 2008)

GAAP | Loans LLP NPL ANPL ALoans RegCap EBTLLP
Mean 80400 0.007159| 0.034366 0.001980 0.101209 10.11] 0.014495
Min 8.39 -0.00447 0.000644 -0.17307 -0.59064 0.055| -2.89553

p25 6607.6 0.002882| 0.009633 -.001229  0.035827 00.10| 0.015706
p50 25182 0.003747| 0.022095 0.000676  0.087919 0.11p0.020630
p75 12778 0.008361| 0.043351 0.003848 0.149331 0.1190.027368
Max 47545 0.132050| 0.450893 0.166190 1.090760 0.214 0.558419
Sd 11071 0.00999 0.043698 0.017942  0.144066 0.018 .175835

Source: SPSS Output from Field Data, 2014

Table 2 presents descriptive statistics for theeddpnt and explanatory variables used in the studhe post-

IFRS period.

Table 2: Descriptive statistics of bank-specificiables (period 2009 — 2013)

IFRS Loans LLP NPL ANPL ALoans RegCap EBTLLP
Mean 116947 .00486 .03189 .00402 .16649 0.112 0D25
Min 38.60 -.0079 .00005 -.18917 -.37100 0.075 -g521
p25 8098.8 .00102 .00808 -.00061 .09273 0.099 HA4.56
p50 36928. .00317 .01986 .00106 14774 0.110 .02107
p75 139776 .00502 .04302 .00472 .22394 0.123 .QR713
Max 927673 .09413 .30707 .29078 1.9145 0.195 .58046
Sd 170775 .01019 .03913 .02762 17912 0.019 .038141

Source: SPSS Output from Field Data, 2014

The comparison of the two periods reveals thattithe period is characterized by a boom phase. Sgaity,
banks experience a significant growth of their Igemtfolio, on average, 16.65 % (median 14.77 %jindu
IFRS period as compared to 10.12 % (8.79 %) befeiRS adoption. Non-performing loandRLit-1) remain
relatively stable over the whole time period, aedresent, on average, 3.44 % (median 2.21 %) atlbafore
and 3.19 % (median 1.99 %) after IFRS adoption.uRegry capital ratiosRegCapit remain basically similar
in both time periods. Earnings before taxes and loas provisionsEBTLLPI}) increase slightly; however, this
increase is statistically not significant. Besidles impressive loan growth the most significantngfeabetween
the two time periods relates to our dependent bkrithe level of loan loss provisionisL{Pit). LLPit decreases
significantly from a mean of 0.72 % (median 0.54 %)0.49 % (median 0.32 %) after IFRS adoption.erak
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together, descriptive statistics analysis suggtets although expected credit risk in Nigerian tsrtalance
sheets increased in the IFRS period, as indicagesigmificantly higher loan growth, bank manageesr@ased
their loan loss provisions.

This study major contribution lies in the inclusiohnon-performing loan as a control variable. Mstsidies use
different specifications; particularly they do notlude non-performing loans. By not including noerforming

loans, these studies fail to control for a key deieant of loan loss provisions given that the ¢etgpart of the
loan loss provisions, the specific loan loss priovis, is based on non-performing loans. LaevenMaghoni

(2003) use the change in loans as a proxy for timediscretionary portion of the loan loss allowanahich is

not sufficient to extract the non-discretionary tior of loan loss provisions. Fonseca and Gonzge97) use
the beginning level of loan loss allowances asoxyfor the nondiscretionary portion. However, ffitlsere is a
mechanical accounting relationship between the loas provision and loan loss allowance (Wahler§4)9
Second, because of this relationship, the loandfes/ance comprises significant discretionary jport, which

arguably will correlate with other explanatory \ednoiies used in the regression, e.g. regulatory alapitd

earnings before loan loss provisions.

Table 3 presents the results for our earnings nemagt tests. Models (1-5) test the impact of IFRSh®
correlation between earnings and loan loss prawssio

Table 3: The effect of IFRS adoption on earningaaggment through the use of loan loss provisions
Explanatory | Coefficients| Predicted Model 1 | Model 2 Model 3 Model 4 Model 5
variables signs
NPLq oy + 0.051 0.065 0.051 0.068 0.081
(1.98) (2.50) (2.03) (2.73) (3.43)
ANPL; o + 0.170 0.183 0.171 0.183 0.193
(3.09) (3.26) (3.10) (3.36) (3.55)
AlLoang a3 + -0.006 | -0.007 -0.007 -0.007 -0.006
(-2.51) | (-2.66) (-2.82) (-2.75) (-2.80)
RegCap; 04 ? -0.028 | -0.035 -0.024 -0.026 -0.024
(-0.93) | (-1.19) (-0.77) (-0.86) (-0.77)
Ebtlip; as ? 0.232 0.279 0.173 0.268 0.161
(5.31) (4.50) (3.13) (4.93) (2.91)
IFRS g + 0.004 0.004 0.003 0.003 0.004
(3.11) (2.57) (1.93) (2.44) (3.03)
IFRSEbtlip 07 ? -0.228 | -0.293 -0.182 -0.272 -0.395
(-4.97) | (-4.44) (-2.55) (-4.86) (-7.12)
R® 0.369 0.406 0.375 0.415 0.458
Adjusted R 0.351 0.385 0.352 0.394 0.431

Source: SPSS Output from Field Data, 2014

Loan loss provisions increase with the beginningll®f non-performing loand\PL;.1) and the current change
in non-performing loan®NPL; (¢;>0 ando,>0). The coefficienti; on loan growthALoang) is contrary to our
expectations negative and significant. This vagatiiould capture the change in risk inherent inpirdorming
loan portfolio, i.e. loan growth implies increasesrisk, and thus we would expect a positive cogffit.
However, the result is in line with Laeven and Majn(2003), who also find a significantly negatn@efficient
on loan growth. They posit that the negative cogfit results from the procyclical behaviour of k&n

5. Conclusion and Recommendations

The effects of IFRS adoption have been analyzeskweral contexts for non-financial firms in pridgetature.
This study provides empirical evidence on the anting quality implications of application of IFRFAS 39)
within the Nigerian deposit money banking sectdre Btudy predicts and finds that the applicatiorstatter
impairment rules reduces discretion in the mainrateg accrual in banks’ accounts, the loan losssigion.
Generally, the deposit money banks exhibit sigaifity less earnings management which is consistightthe
theoretical argument of Ewert and Wagenhofer (200Bp show that tighter accounting rules resultaasl
earnings management.
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